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A MONTHLY REPORT ON MARYLAND'S ECONOMY Fed Leaves Interest

Snapshot Maryland

Although Maryland began experiencing the national economic downturn later than most
other states, the slowdown is now evident in most industry sectors. From December 2000
to December 2001, the state lost 11,400 jobs, or 0.5 percent of its job base. The U.S.
economic downturn was more severe, with a loss of over 1.1 million jobs — down 0.8
percent. At year-end, 36
states had negative job
growth as the national
recession engulfed most
of the nation (see Focus

Labor Market Trends, December 2001
(Percent Change, December 2000 - December 2001)
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cially electronics and in-
struments production.
Hours and earnings re-
bounded in Maryland, another sign that the sector could begin to recover soon. Demand
from defense and other government sources could provide a much-needed boost to this
vital sector. Business services also remainsin adownturn, having lost 10,400 jobs during
the past twelve months. Another hard-hit sector isretail trade. Some sectors continued to
defy the trend — notably, construction, finance, insurance and real estate (FIRE), health
services, and government.

In 2001, the consumer kept the economy afloat, as high incomes and low interest rates
fueled spending on homes and automabiles. The consumer remains confident as evidenced
by survey results and spending. Maryland’s housing sector remains strong, and continues
to outperform the nation. New and existing home sales rose in 2001. Automobile sales
were strong, partly due to the year-end promotions from manufacturers and dealers.

Labor force data have worsened dramatically since the beginning of the year. From De-
cember 2000 to December 2001, the labor force grew only 0.2 percent in Maryland and 0.4
percent inthe U.S. Thisisin sharp contrast to the 3 percent to 4 percent growth during the
first few monthsof 2001. Employment by place of residence dropped 0.6 percent in Mary-
land and fell 1.4 percent in the U.S. The result was that Maryland's unemployment rate
rose from 3.3 percent ayear ago to 4.1 percent in December 2001. The U.S. rate jumped
from 3.7 percent to 5.4 percent (not seasonally adjusted). Other weaknesses of the labor
market include a rise in initial unemployment insurance (Ul) claims and a drop in the
Baltimore Sun’'s help-wanted ads. On the positive side, there was a slight drop in the
Temporary Cash Assistance (TCA) caseload, and a significant slowdown in Ul claims
volume — both nationally and in Maryland.

Unemployment Rate (current month, %) 4.1 5.4

Rates Unchanged
After cutting interest rates
11 times in 2001, the Fed-
eral Reserve left interest
rates unchanged after its
January meeting. The Fed
noted positive signs of
growth, including GDP
growth, but remains cau-
tious.

Jobless Claims
Decline and Job
Losses Slow
Recent data show that un-
employment insurance
claims are falling from the
levels of third quarter 2001
and the number of layoff an-
nouncements is declining.

Manufacturing
Shows Positive
Signs
Manufacturing, which has
been the weakest link in the
economy, is showing signs
of a comeback. Manufac-
turing hours and earnings

rose in December.

Housing Market is
Strong
Maryland’s and the nation’s
housing markets remain
strong, with increases in
existing home sales in De-

cember.
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Jobs and Sectors

While overall job growth remained negative in December,
some sectors of the Maryland economy continued to grow
through the end of 2001. In particular, finance, insurance
and real estate added 1,600 net new jobs from December
2000 to December 2001, a 1.2 percent growth rate and twice
the national average. Within this sector, depository institu-
tions (which includes commercial banks) posted a 2.5 per-
cent job growth. In-
surance carriers and
real estate companies
posted a 1.6 percent
job growth rate dur-
ing the past year.
Health servicesadded
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Severa sectors, how-
ever, remainweak. The manufacturing sector lost 7,600 jobs
during the past year, aloss of 4.2 percent. The U.S. manu-
facturing sector was down 7.2 percent during the same pe-
riod. Nationwide, this key sector lost 1.3 million jobs dur-
ing the past year. This sector, however, may be turning the
corner. Factory orders could soon rise, as reports on inven-
tory and durable goods orders indicate. Job growth, how-
ever, will resume only after manufacturersare confident that
the rise in demand is permanent and new investments start

to rise. Both hours worked and earnings in this key sector
have risen or stabilized during the past year.

It isworth noting that some manufacturing industries added
jobs in spite of the overall downturn in the manufacturing
sector. These included: communications equipment, elec-
tronic components and instruments and related products —
sectors that have a strong presence in Maryland. We expect
these sectors to grow in the coming months as defense and
other federal contract procurements increase.

Retail tradelost 9,400 jobs between December 2000 and De-
cember 2001, down 2.1 percent. The largest drop was in
general merchandise stores (down 6.9 percent), followed by
food stores (down 1.6 percent). Transportation, communi-
cation and utilitieslost 3,300 jobs during the past year (down
2.7 percent). Thiswas due largely to a 5.9 percent drop in
jobs at transportation companies. The communications sec-
tor had anet gain of 3.9 percent. Finally, business services
remains hard-hit — this sector has lost 10,400 jobs during
the past year (down 4.8 percent). The U.S. fared no better,
having lost 560,000 jobs (down 5.6 percent).

Housing continuesto fuel economic activity — directly and
indirectly — both in the U.S. and in Maryland. Existing
home sales rose 4.5 percent in Maryland and 4.9 percent in
the U.S. during the past year. New home construction has
a so remained strong in 2001, dueto high income levelsand
low mortgage interest rates. Automobile sales were strong
at year-end, as salesjumped 8.2 percentin Maryland and 7.1
percent in the U.S. during the December 2000-December
2001 period. Permitsfor new residential units, however, fell
in December after posting strong gains in the previous
months.
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Maryland Leading and Coincident Indices

The Maryland index of leading indicatorsincreased to 105.1
in December, up from 102.8 in November. The leading in-
dex was also up by 3.2 percent from ayear ago. Four of the
seven Maryland components provided a positive influence
in December, whileall three of the national components con-
tributed apositiveimpact in December. The December read-
ing marks the third consecutive gain and points to some
stregthening in the economy down the road, if the trend is
maintained. The national leading index rose by 1.2 percent
in December, and was also up 2.4 percent from a year ago.
The continued increase in the index, for the third consecu-
tive month, bodes well for the U.S. economy and suggests
that the weakness is receding. Analysts are optimistic that
the recession will be brief, due in part to improvement in a
broader range of components within the indicator.
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The coincident index stood at 106.6 in December, down 0.2
percent from the previous month and virtually unchanged
from a year ago. As recently as September 2001, growth
from ayear ago was about 1 percent. However, theincrease
fromlast year has decel erated rapidly inthelast quarter. The
indicator appears to have peaked in June 2001 and is down
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0.5 percent from that month. Nevertheless, the Maryland
economy appears to be somewhat resilient in comparison to
the nation. While the U.S. coincident indicator was up 0.1
percent from the previous month, the national index wasdown
1.0 percent from ayear ago.

Maryland Leading Composite Index
Year Month Index Percent Change
1998 Dec 100.0 1.69%
1999 Jan 100.2 0.19%
1999 Feb 102.1 1.87%
1999 Mar 101.5 -0.59%
1999 Apr 102.0 0.54%
1999 May 103.1 1.06%
1999 Jun 103.7 0.57%
1999 Jul 104.2 0.47%
1999 Aug 103.6 -0.57%
1999 Sep 102.5 -1.01%
1999 Oct 102.8 0.27%
1999 Nov 104.8 1.97%
1999 Dec 105.4 0.52%
2000 Jan 105.9 0.49%
2000 Feb 107.1 1.17%
2000 Mar 106.0 -1.03%
2000 Apr 104.3 -1.65%
2000 May 105.3 1.00%
2000 Jun 105.4 0.07%
2000 Jul 104.7 -0.67%
2000 Aug 104.8 0.11%
2000 Sep 104.8 -0.02%
2000 Oct 103.0 -1.69%
2000 Nov 102.8 -0.19%
2000 Dec 101.9 -0.88%
2001 Jan 102.2 0.31%
2001 Feb 101.8 -0.44%
2001 Mar 100.2 -1.51%
2001 Apr 99.9 -0.37%
2001 May 102.1 2.22%
2001 Jun 103.4 1.26%
2001 Jul 103.1 -0.28%
2001 Aug 102.8 -0.32%
2001 Sep 99.3 -3.42%
2001 Oct 100.2 0.94%
2001 Nov 102.8 2.62%
2001 Dec 105.1 2.26%

Source: Maryland Department of Business and Economic Development
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Update on the U.S. Recession

The Federal Reserve surprised many when it left interest
rates unchanged after its January meeting. In each of its
previous sessions, the Fed had cut key interest rates. It did
so 11 times in 2001, driving interest rates down from 6.5
percent to 1.75 percent. Does that mean that the U.S.
economy has reached bottom and is about to start a recov-
ery? Thatishardtotell. Peaksand troughs of an economic
cycle are aways difficult to judge accurately.

To some analysts, the surprising, positive GDP growth dur-
ing the fourth quarter was an indication that the worst was
over. But, the nation’s economic weaknesses remain a con-
cern, especidly for the Federa Open Market Committee.
When the recession began in March 2001, GDP and jobs
were still growing. The recession-dating was not based on
the standard, old definition of two consecutive quarters of
negative GDP growth; rather, it was based on significant
weaknesses in the industrial (manufacturing) sector of the
economy. This sector still remains weak, athough recent
data show someimprovement in the condition of the nation’'s
manufacturing sector. Until and unless this key sector re-
turnsto good health, the economy will remain weak and the
recession will likely linger.

Other Economic Indicators

B Maryland’s job growth remained negative in December
2001, falling 0.5 percent from the same period last year.
The U.S. lost 0.8 percent of its jobs during that one-year
period.

B Only 14 states and the District of Columbia had positive
job growth in December compared with year-ago levels.
While Maryland had two months of negative job growth,
most neighboring states fared worse.

B During 2001, Maryland had an average job growth rate
of 1.0 percent (17" highest in the nation) — compared
with anational average of 0.3 percent. Six states experi-
enced negative average job growth in 2001: Michigan,
Missouri, Alabama, Oregon, Indiana and Mississippi.

B Maryland’'s unemployment rate fell dightly in Decem-
ber, but was up from the level of ayear ago. In Decem-
ber, the state had an unemployment rate of 4.1 percent,
compared with 4.3 percent in November and 3.3 percent
in December 2000. The nation’sunemployment rate stood
at 5.4 percent in December 2001 (not seasonally adjusted).

B Although claimsfor Ul remain high compared with year-
ago levels, the number of claims may be leveling off.

The weaknesses in the manufacturing sector go beyond the
loss of jobs. Demand for U.S. made goods remains weak —
a homeand abroad. Theinvestment intechnology and equip-
ment that led to strong productivity gainsin manufacturing
in the mid-90's has weakened. That is good reason to be
cautious. In other words, wewon't see aV-shaped recovery,
or even a U-shaped one. Most likely, this recovery will be
slow and gradual.

While the economy remains weak, plenty of mixed signals
dominate the economic scene. The nation’s seasonally ad-
justed unemployment rate fell in January, while claims for
unemployment insurance have started declining. Underly-
ing both is a disturbing fact: the number of job seekers has
dropped. The number of layoffs declined in January from
the previous month. Again, however, the low layoff rate
was due to weak holiday-season hiring and not many jobs
were created in December. The nation’s GDP rose by 0.2
percent during the fourth quarter of 2001 — after falling in
the third quarter. The good news is that housing and con-
sumer spending keep fueling economic activity, and thetrans-
portation sector isreturning to normal after thetragic events
of September 11.

Initial claimsfor Ul rose 21 percent in Maryland and 17
percent in the U.S. during the past year.

B TCA caseload appearsto have stabilized, falling 1.1 per-
cent in Maryland during the December 2000 to Decem-
ber 2001 period.

B The Baltimore Sun’s help-wanted counts remained 46
percent below the level of ayear ago.

B Average weekly hours in Maryland rose to 40.9 in De-
cember 2001 from 40.5in December 2000. Earningsrose
2.8 percent during the past year. While not yet atrend,
thisis some good news for this hard-hit sector.

B Existinghome salesrose 4.5 percentin Maryland and 4.9
percent in the U.S. during the past year. Permits for new
residential units, however, fell 15 percent in December
after rising 4.6 percent in November.

B The Maryland stock index stood at 217.0 in December
2001, only 4.2 percent below the level of last year.

B Automobile sales continue to remain strong. New auto
registrations rose 8.2 percent in Maryland and 7.1 per-
cent in the U.S. during the December 2000-December
2001 period.
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FOCUS: Job Growth in 2001

After record growth from 1997 to 2000, most states saw job
growth decline sharply in 2001. In spite of the national re-
cession that began in March 2001, several states registered
strong growth for the entireyear. The best-performing states
were Nevada, Florida, Wyoming and Texas— in that order.
Each of these states had a job growth rate of 2.0 percent or
better. Nevada, which has a small job base, led al states
with a whopping 3.4 percent job growth in 2001. Thisis
remarkable given that the national average job growth rate
for 2001 was only 0.3 percent.

It isinteresting to note that while in January 2001 all states
except Mississippi had positive job growth, by December
2001, only 14 states and the District of Columbiaregistered

positive job growth. Even in March 2001, when the U.S.
recession began, only two states (Mississippi and Indiana)
reported negative job growth. Asnoted in previous reports,
the recession was called not because of negative growth of
GDP or jobs, but because the manufacturing sector was ex-
tremely weak. There are indications that this key sector is
making somewhat of aturnaround.

Several statesregistered negative job growth in 2001 astheir
economiesremained miredinarecession. Thislistincluded:
Michigan, Missouri, Alabama, Oregon, Indianaand Missis-
sippi. Maryland had ajob growth rate of 1.0 percent for the
year, which ranked the state 17" in the nation in job growth.

FOCUS: A Jobless Recovery?

Contrary to the notion that productivity generally moveswith
the business cycle, rising as the economy expands and eas-
ing as the economy contracts, recent data show that produc-
tivity continues to increase despite the downturn in the
economy. Inthird quarter 2001, output per hour in the non-
farm business sector rose at an annual rate of 1.1 percent,
whilethereal grossdomestic product (GDP) dropped by 1.3
percent. Infourth quarter 2001, productivity showed a siz-
able gain of 3.5 percent, compared to a nearly stagnant (0.2
percent increasein) real GDP. To some extent, the data sup-
ports the view that technological improvements have cre-
ated a structural shift, or sustainable change, that will not
simply fade away as the economy moves through the busi-
ness cycle. But cyclical forces also appear to be at work as
companies have moved quickly to reducetheir workforcein
responseto sagging demand. Nevertheless, the ongoing rise
in productivity is welcome news for the beleaguered busi-
ness sector that desparately needs to see improved profit-
ability before they can significantly boost capital expendi-
tures or hire more workers.

Itisconceivable, however, that the gainsin productivity may
serve to restrain job growth as the economy recovers. For
one thing, business expectations about future growth pros-
pects have ailmost certainly been lowered. The exuberance
that was once associated with stock prices racing to lofty
heights has been deflated, especially in the technology sec-
tor, prompting companies to reevaluate their business plans
and cut their workforce. In addition, businesses may choose
to hold off on hiring new workers and sgueeze more output
from their current employees until an economic recovery is

well underway. Businesses may also turn to temporary work-
ersto meet their near-term requirements rather than expand-
ing their permanent staff.

Theweaknessin the labor market is aso being fueled by the
economic slowdown, aswell as any lingering effects result-
ing from the events of September 11, which has resulted in
some firms going under and prompting others to move ag-
gressively to reduce their workforce. Unfortunately, there
are no signals of a strong recovery in the near term. Con-
sumer spending may be held in check by weak prospects for
employment growth. In addition, the fallout from the Enron
accounting scandal appearsto have added to any uncertainty
in financial markets. Thereis serious concern about the ac-
counting practices of financially struggling firms, and this
concern could raise the costs of corporate borrowing.

Other national economies are experiencing weak conditions
as well, reducing the prospects for export growth. And an
economic stimulus package appears to be on hold because
Congress has not been able come to a compromise agree-
ment. The only significant fiscal stimulus is coming from
increased defense and security spending, which would ben-
efit defense-related industries. Finally, whilethe Federal Re-
serveleft the door open for additional easing of interest rates,
policymakers are likely to be close to the end of lowering
rates. Asaresult, analysts expect the unemployment rate to
climb in the near term. A slow and gradual recovery will
mean little or no job growth for much of 2002.
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Selected Monthly Economic Indicators

Maryland U.S.
Percent Percent Percent Percent
Change Change Change Change
Dec Nov FromLast Dec FromlLast Dec Nov FromLast Dec FromLast
I ndicator 2001 2001 Month 2 Y 2001 2001 Month 2 Y

Labor Market
Labor Force (U.S. in Thousands) 2,868,186 2,896,296 -1.0 2,861,507 0.2 141,912 141911 0.0 141,319 0.4
Employment (U.S. in Thousands) 2,749,383 2,772,439 -0.8 2,766,311 -0.6 134,235 134,359 -0.1 136,092 -1.4
Unemployment Rate 4.1 4.3 -4.7 33 24.2 5.4 5.3 19 3.7 45.9
Sun Help-Wanted Counts, Baltimore MSA 12,290 13,198 -6.9 22,760 -46.0
Initial Claims for Unemployment Insurance 29,010 23,444 237 23,909 21.3 2,249,511 2,061,402 9.1 1,930,327 16.5
TCA Caseload 30,326 30,846 -1.7 30,660 -11
TCA Cases Closed 2,612 3,101 -15.8 2,677 2.4

Jobsand Sectors
Total Non-Agricultural Employment (Thousands) 2,488.0 24903 -01 2,499.4 -0.5 132,128 132,435 -0.2 133,234 -0.8

Construction (Thousands) 157.1 158.4 -0.8 156.3 0.5 6,736 6,938 -2.9 6,676 0.9
Manufacturing (Thousands) 1715 172.6 -0.6 179.1 -4.2 17,071 17,187 -0.7 18,389 -7.2
FIRE (Thousands) 140.1 140.0 0.1 138.5 12 7,613 7,615 0.0 7,565 0.6
TCU (Thousands) 117.4 116.0 12 120.7 -2.7 6,980 6,998 -0.3 7,172 -2.7
Trade (Thousands) 562.6 560.3 0.4 572.2 -1.7 30,976 30,737 08 31,179 -0.7
Services (Thousands) 873.2 877.4 -0.5 871.1 0.2 40,800 40,942 -0.3 40,770 0.1
Business (Thousands) 208.2 210.0 -0.9 218.6 -4.8 9,423 9,502 -0.8 9,983 -5.6
Health (Thousands) 203.3 203.3 0.0 200.1 16 10,497 10,469 0.3 10,197 29

Government (Thousands) 464.6 464.1 0.1 460.1 1.0 21,389 21,447 -0.3 20,936 2.2

Average Weekly Earnings ($) 634.36  627.00 12 616.82 2.8 627.35 613.35 23 607.34 3.3

Average Weekly Hours 40.9 40.9 0.0 40.5 1.0 41.3 40.7 15 41.4 -0.2

Businessand Consumer Markets

BWI Cargo (Metric Tons) 19,115 18,242 4.8 18,327 43

BWI Passengers (Millions) 1.44 154 -5.9 1.56 -7.3

Electric Meters Installed, Commercial 137 185 -25.9 241 -43.2

Electric Meters Installed, Residential 764 1,241 -384 1,149 -33.5

Electricity Sales, Commercia (Millions of kWh) 1.44 1.46 -15 1.62 -10.9

Electricity Sales, Residentia (Millions of kWh) 0.99 0.79 25.1 1.30 -23.4

Existing Home Sales (US in Thousands) 6,075 6,168 -15 5,816 45 404 401 0.7 385 4.9

New Auto Registration 28222 33641 -16.1 26,072 82 1,374,333 1,444,153 -48 1283771 7.1

New Residential Permits Authorized 1,867 2233 -164 2202 -152 109,792 119,964 -85 100,607 9.1

Indexes

Leading Index 105.1 102.8 23 101.9 3.2 111.4 110.1 12 108.8 24

Help-Wanted Index 54.9 58.9 -6.9 1016  -46.0 46 45 2.2 78 -41.0

CPl N/A 110.9 N/A N/A N/A 176.7 1774 -04 174.0 16

Stock Index 217.0 208.3 4.2 226.4 -4.2 11481 1,1394 08 1,3203 -13.0

Tourism

Hotel/ Motel Occupancy Rate (%) 43.7 56.7 -22.9 46.1 -5.2

State Welcome Center Visitors 134,917 148,089 -89 114895 174

Amusement & Admission Tax (Millions of Dollars)  3.04 312 -2.6 2.67 13.6

Hotel /Motel Sales Tax (Millions of Daollars) 334 405 -174 348 -3.8

Notes:
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